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Edward O’Donnell, Regulatory Guide
Development Branch, Division of
Engineering, Office of Nuclear
Regulatory Research, U.S. Nuclear
Regulatory Commission, Washington,
DC 20555-0001; telephone: (301) 251—
7455, email: Edward.ODonnell@nrc.gov.

SUPPLEMENTARY INFORMATION:
I. Introduction

The NRC is issuing a new guide in the
agency’s “Regulatory Guide” series.
This series was developed to describe
and make available to the public
information such as methods that are
acceptable to the NRC staff for
implementing specific parts of the
agency’s regulations, techniques that the
staff uses in evaluating specific
problems or postulated accidents, and
data that the staff needs in its review of
applications for permits and licenses.

This guide describes a method that
the NRC staff considers acceptable to
implement the requirements in Title 10,
Section 50.54(q), of the Code of Federal
Regulations (10 CFR) part 50, “Domestic
Licensing of Production and Utilization
Facilities.” Requirements in 10 CFR
50.54(q)), “Conditions of Licenses,”
relate to emergency preparedness and
specifically to making changes to
emergency response plans.

II. Further Information

Draft Guide (DG)-1237 was published
in the Federal Register on May 18, 2009
(74 FR 23220), for a 60 day public
comment period. The public comment
period closed on August 3, 2009. Public
comments on DG-1237 and the staff
responses to the public comments are

available in ADAMS under Accession
Number ML102520241.

III. Backfitting and Issue Finality

This regulatory guide provides the
NRC'’s first guidance on compliance
with the revised provisions of 10 CFR
50.54(q). This regulation was recently
published in the Federal Register (76
FR 72560; November 23, 2011) and will
become effective on December 23, 2011.
Licensees must implement the amended
10 CFR 50.54(q) by January 23, 2012.
The statement of considerations for the
final rule that amended 10 CFR 50.54(q)
discussed compliance with applicable
backfitting provisions (76 FR 72560;
November 23, 2011 at Page 72594). The
first issuance of guidance on a new rule
does not constitute backfitting,
inasmuch as the guidance must be
consistent with the regulatory
requirements in the new rule and the
backfitting considerations applicable to
the new rule must, as a matter of logic,
also be applicable to this newly-issued
guidance. Therefore, issuance of this
new regulatory guide does not
constitute issuance of “new’” guidance
within the meaning of the definition of
“backfitting”” in 10 CFR 50.109(a)(1), nor
does the issuance of this new regulatory
guide, by itself, constitute an action
inconsistent with any of the issue
finality provisions in 10 CFR part 52.

Dated at Rockville, Maryland, this 21st day
of November 2011.

For the Nuclear Regulatory Commission.
Thomas H. Boyce,

Chief, Regulatory Guide Development Branch,
Division of Engineering, Office of Nuclear
Regulatory Research.

[FR Doc. 2011-30902 Filed 11-30-11; 8:45 am]
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[Regulation Y; Docket No. R—1425]
RIN 7100-AD 77

Capital Plans

AGENCY: Board of Governors of the
Federal Reserve System (Board).
ACTION: Final rule.

SUMMARY: The Board is adopting
amendments to Regulation Y to require
large bank holding companies to submit
capital plans to the Federal Reserve on
an annual basis and to require such
bank holding companies to obtain
approval from the Federal Reserve
under certain circumstances before
making a capital distribution. This rule
applies only to bank holding companies

with $50 billion or more of total
consolidated assets.

DATES: The final rule will become
effective on December 30, 2011.
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I. Background

On June 17, 2011, the Board
published a proposal in the Federal
Register to require large bank holding
companies to submit capital plans to the
Federal Reserve on an annual basis and
to require such bank holding companies
to provide prior notice to the Federal
Reserve under certain circumstances
before making a capital distribution (the
proposed rule or NPR).® The public
comment period on the proposed rule
closed on August 5, 2011. The Board is
adopting the rule in final form with
certain modifications that are discussed
below (final rule).2 The final rule

176 FR 35351 (June 17, 2011).

2The amendments to Regulation Y are codified at
12 CFR 225.8. As discussed in section VI of this
preamble, the rule also makes conforming changes
to section 225.4(b) of Regulation Y (12 CFR
225.4(b)).
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applies only to bank holding companies
with $50 billion or more of total
consolidated assets.

During the years leading up to the
recent financial crisis, many bank
holding companies made significant
distributions of capital, in the form of
stock repurchases and dividends,
without due consideration of the effects
that a prolonged economic downturn
could have on their capital adequacy
and ability to continue to operate and
remain credit intermediaries during
times of economic and financial stress.
The final rule is intended to address
such practices, building upon the
Federal Reserve’s existing supervisory
expectation that large bank holding
companies have robust systems and
processes that incorporate forward-
looking projections of revenue and
losses to monitor and maintain their
internal capital adequacy.3

The Federal Reserve has long held the
view that bank holding companies
generally should operate with capital
positions well above the minimum
regulatory capital ratios, with the
amount of capital held commensurate
with the bank holding company’s risk
profile.4 Bank holding companies
should have internal processes for
assessing their capital adequacy that
reflect a full understanding of their risks
and ensure that they hold capital
corresponding to those risks to maintain
overall capital adequacy.? Bank holding
companies that are subject to the
Board’s advanced approaches risk-based
capital requirements must satisfy
specific requirements relating to their
internal capital adequacy processes in
order to use the advanced approaches to
calculate their minimum risk-based
capital requirements.®

As part of their fiduciary
responsibilities to a bank holding
company, the board of directors and
senior management bear the primary
responsibility for developing,
implementing, and monitoring a bank
holding company’s capital planning
strategies and internal capital adequacy
process. The final rule does not

3 See SR letter 09—4 (Revised March 27, 2009),
available at http://www.federalreserve.gov/
boarddocs/srletters/2009/SR0904.htm; see also
Revised Temporary Addendum to SR letter 09—4
(November 17, 2010) (SR 09-4), available at
http://www.federalreserve.gov/newsevents/press/
bcreg/bcreg20101117b1.pdf.

4 See 12 CFR part 225, Appendix A; see also SR
letter 99-18 (July 1, 1999), available at http://
www.federalreserve.gov/boarddocs/srletters/1999/
SR9918.HTM.

5 See SR 09—4.

6 See 12 CFR part 225, Appendix G, section 22(a);
see also, Supervisory Guidance: Supervisory Review
Process of Capital Adequacy (Pillar 2) Related to
the Implementation of the Basel Il Advanced
Capital Framework, 73 FR 44620 (July 31, 2008).

diminish that responsibility. Rather, the
final rule is designed to (i) establish
common minimum supervisory
standards for such strategies and
processes for certain large bank holding
companies; (ii) describe how boards of
directors and senior management of
these bank holding companies should
communicate the strategies and
processes, including any material
changes thereto, to the Federal Reserve;
and (iii) provide the Federal Reserve
with an opportunity to review large
bank holding companies’ proposed
capital distributions under certain
circumstances.

In the Board’s view, the analytical
techniques and other requirements set
forth in the final rule are necessary to
identify, measure, and monitor risks to
the financial stability of the United
States.” An elevated capital planning
standard for large bank holding
companies is appropriate because of the
heightened risk they pose to the
financial system and the importance of
capital in mitigating these risks.8 Under
section 165 of the Dodd-Frank Wall
Street Reform and Consumer Protection
Act of 2010 (Dodd-Frank Act), the Board
is required to impose enhanced
prudential standards on large bank
holding companies, including stress
testing requirements; enhanced capital,
leverage, liquidity, and risk
management requirements; and a
requirement to establish a risk
committee.® The Board expects that
large bank holding companies will
reflect these enhanced prudential
standards, including the results of any
required stress tests, in their capital
planning strategies and internal capital
adequacy processes.

The Dodd-Frank Act also requires the
Board to implement early remediation
requirements on large bank holding
companies under which a large bank
holding company experiencing financial

7 See section 165(i)(1)(B)(iii) of Public Law 111—
203, 124 Stat. 1376 (2010) (Dodd-Frank Act); 12
U.S.C. 5365(1)(1)(B)(iii).

8 Gurrently, savings and loan holding companies
are not subject to minimum regulatory capital ratio
requirements. As discussed in the Board’s Notice of
Intent To Apply Certain Supervisory Guidance to
Savings and Loan Holding Companies, the Board is
considering applying to savings and loan holding
companies the same consolidated risk-based and
leverage capital requirements as bank holding
companies to the extent reasonable and feasible
taking into consideration the unique characteristics
of savings and loan holding companies and the
requirements of Home Owners’ Loan Act. See 76 FR
22662, 22665 (April 22, 2011). The Board may
extend the capital plan rule’s requirements to
savings and loan holding companies at such time
as the Board applies minimum regulatory capital
ratio requirements to them.

9 See generally section 165 of the Dodd Frank Act;
12 U.S.C. 5365. One commenter expressed support
for enhanced capital and leverage requirements.

distress must take specific remedial
actions in order to minimize the
probability that the company will
become insolvent and minimize the
potential harm of such insolvency to the
United States.’® These early
remediation requirements must impose
limitations on capital distributions in
the initial stages of financial decline and
increase in stringency as the financial
condition of the company declines.11
Depending on a large bank holding
company’s financial condition, early
remediation requirements imposed
under the Dodd-Frank Act may result in
limitations on a company’s capital
distributions in addition to the
requirements that are imposed by the
final rule.

II. Overview of Comments

The Board received 16 comments on
the proposed rule. Commenters
included financial trade associations,
bank holding companies, policy
institutions, and individuals.
Commenters generally expressed
support for the proposed rule. Several
commenters recommended one or more
changes to specific provisions of the
proposed rule.

For instance, many commenters
provided suggestions on the timeframe
under which the Federal Reserve would
review and act on a bank holding
company’s capital plan. Commenters
asked for more information related to
the data submissions that accompany
the capital plan submission. In addition,
many of the commenters asked for
clarification on the content of the
capital plans and provided views on the
standards under which the Federal
Reserve could object to capital plans.
Other commenters provided suggestions
on whether firms should be able to
make capital distributions not specified
in their capital plans without providing
prior notice to the Federal Reserve and
how such a standard should be crafted.
In addition, three commenters raised
issues that would be relevant to savings
and loan holding companies should the
final rule’s requirements extend to these
institutions at a future date.

In developing this final rule, the
Board has carefully considered the
comments received on the proposed
rule. In response to these comments, the
Board has clarified the requirements of
the rule and modified the proposed rule
in certain respects. For example, the
Board has—

e (Clarified in the preamble that a
notice of a non-objection to a capital

10 See section 166 of the Dodd-Frank Act; 12
U.S.C. 5366.
11]d.
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plan will extend through the first
quarter of the subsequent year;

e (Clarified in the preamble that large
bank holding companies will remain
subject to SR letter 09—4, which
provides guidance regarding capital
distributions;

e Revised the final rule to provide
that, if the Federal Reserve objects to a
bank holding company’s capital plan,
the bank holding company may not
make any capital distribution (other
than a capital distribution with respect
to which the Federal Reserve did not
object) until such time as the Federal
Reserve issues a non-objection to the
company’s capital plan; and

¢ Added a limited exception that
permits well capitalized large bank
holding companies that are performing
in accordance with baseline projections
to make modest capital distributions in
excess of the amount described in the
company’s capital plan under certain
circumstances.

In addition, in response to
commenters’ requests for additional
guidance on the data collection, the
Federal Reserve has published a
detailed description of the data that it
intends to collect for supervisory
purposes and to support the review of
capital plans in a separate Federal
Register notice.12

These changes, as well as the Board’s
other responses to the comments
received, are discussed in greater detail
below.

III. Scope

The final rule applies to every top-tier
bank holding company domiciled in the
United States that has $50 billion or
more in total consolidated assets (large
bank holding companies).13 As of
September 30, 2011, there were
approximately 34 large bank holding
companies. The Board notes that the
asset threshold of $50 billion is
consistent with the threshold
established by section 165 of the Dodd-
Frank Act relating to enhanced
supervision and prudential standards
for certain bank holding companies.14

1276 FR 55288 (September 7, 2011).

13 Thus, the final rule will not apply to a foreign
bank or foreign banking organization that is itself
a bank holding company or treated as a bank
holding company pursuant to section 8(a) of the
International Banking Act of 1978 (12 U.S.C.
3106(a)), but generally will apply to any U.S.-
domiciled bank holding company subsidiary of the
foreign bank or foreign banking organization that
meets the final rule’s size threshold.

14 Gee section 165(a) of the Dodd-Frank Act; 12
U.S.C. 5365(a). The Dodd-Frank Act provides that
the Board may, upon the recommendation of the
Financial Stability Oversight Council, increase the
$50 billion asset threshold for the application of the
resolution plan, concentration limit, and credit

The Board received a comment
suggesting that the $50 billion asset
threshold be measured over a four-
quarter period in order to minimize the
likelihood that temporary asset
fluctuations would trigger the rule’s
application. In response to this
comment, the Board has amended the
proposal to measure ‘““total consolidated
assets” as the average of a company’s
total consolidated assets over the
previous four calendar quarters, as
reflected on the bank holding
company’s Consolidated Financial
Statements for Bank Holding Companies
(FR Y-9C). This calculation will be
effective as of the due date of the bank
holding company’s most recent FR Y—
9C. The final rule also applies to any
institution that the Board determines, by
order, shall be subject in whole or in
part to the rule’s requirements based on
the institution’s size, level of
complexity, risk profile, scope of
operations, or financial condition. The
final rule provides that a bank holding
company that becomes subject to the
final rule by operation of the asset
threshold after the 5th of January of a
calendar year will not be subject until
January 1 of the next calendar year to
the final rule’s requirement to file a
capital plan with the Federal Reserve,
resubmit a capital plan under certain
circumstances, or to obtain prior
approval of capital distributions in
excess of those described in the firm’s
capital plan.

Consistent with the phase-in period
for the imposition of minimum risk-
based and leverage capital requirements
established in section 171 of the Dodd-
Frank Act, until July 21, 2015, the final
rule does not apply to any bank holding
company subsidiary of a foreign banking
organization that is currently relying on
Supervision and Regulation Letter SR
01-01 issued by the Board of Governors
(as in effect on May 19, 2010).1°

Several commenters suggested that
the Board grant a transition period to
large bank holding companies that did
not participate in the 2011
Comprehensive Capital Analysis and
Review (CCAR). One commenter further
suggested that, during the transition
period, this set of large bank holding
companies (non-CCAR firms) participate

exposure report requirements. See 12 U.S.C.
5365(a)(2)(B).

15 Under Supervision and Regulation Letter SR
01-01, as a general matter, a U.S. bank holding
company that is owned and controlled by a foreign
bank that is a financial holding company that the
Board has determined to be well-capitalized and
well-managed is not required to comply with the
Board’s capital adequacy guidelines. See SR letter
01-01 (January 5, 2001), available at http://
www.federalreserve.gov/boarddocs/srletters/2001/
sr0101.htm.

in a capital planning exercise where
they would submit data templates and
conduct stress testing, but would not be
subject to the other requirements of the
rule, including the prior notice
requirements. The Board has carefully
considered these comments and has
decided not to provide for a formal
transition period for non-CCAR firms.
Thus, all large bank holding companies
will be required to submit capital plans
in January 2012 and will generally be
subject to the rule’s requirements. The
Board notes that the final rule is
designed to be flexible enough to
accommodate bank holding companies
of varying degrees of complexity and to
adjust to changing conditions over time.
The level of detail and analysis
expected in a capital plan will vary
based on the large bank holding
company’s size, complexity, risk profile,
and scope of operations. Moreover, the
Federal Reserve will work with non-
CCAR firms to communicate the review
process and the information
requirements of the rule.

The Board understands that non-
CCAR firms may need additional time to
build and implement the internal
systems necessary to satisfy the data
collection requirements required with
respect to stress scenarios provided by
the Board. Thus, for purposes of the
Federal Reserve’s evaluation of capital
plans due January 5, 2012, non-CCAR
firms will not be required to submit the
complete set of data templates required
of the CCAR firms. Instead, as discussed
in section IV.C. of the preamble, some
non-CCAR firms may be asked to submit
limited, summary information to the
Federal Reserve about their projections
of revenues and losses.

Finally, three commenters raised
issues that would be relevant to savings
and loan holding companies should the
final rule’s requirements extend to these
institutions at a future date. If the Board
decides to extend the final rule to
savings and loan holding companies
through separate rulemaking or by
order, it intends to take these comments
into account.

IV. Capital Planning

A. Annual Capital Planning
Requirement

The final rule requires a large bank
holding company to develop and
maintain a capital plan. At least
annually, the bank holding company’s
board of directors or a designated
committee thereof is required to review
the robustness 16 of the holding

16 The proposed rule would have required a bank
holding company’s board of directors or designated
Continued
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company’s process for assessing capital
adequacy, ensure that any deficiencies
in the firm’s process for assessing
capital adequacy are appropriately
remedied, and approve the bank holding
company’s capital plan.?

Robustness of a large bank holding
company'’s capital adequacy process
should be evaluated based on the
following elements:

(i) A sound risk management
infrastructure that supports the
identification, measurement, and
assessment of all material enterprise-
level risks arising from the exposures
and business activities of the bank
holding company;

(ii) An effective process for translating
risk measures into estimates of potential
loss over a range of adverse scenarios
and environments—using multiple,
complementary loss forecasting
methodologies—and for aggregating
those estimated losses across the bank
holding company; 18

(iii) A clear definition of available
capital resources and an effective
process for forecasting available capital
resources (including any forecasted
revenues) over the same range of
adverse scenarios and environments
used for loss forecasting;

(iv) A process for considering the
impact of loss and resource estimates on
capital adequacy, in line with the bank
holding company’s stated goals for the
level and composition of capital, and
taking into account any limitations of
the company’s capital adequacy process
and its components;

(v) A process, supported by the bank
holding company’s capital policy, to use
its assessments of the impact of loss and
resource estimates on capital adequacy
to make key decisions regarding the
current level and composition of capital,
specific capital actions, and capital
contingency plans as they affect capital
adequacy;

(vi) Robust internal controls
governing capital adequacy process
components, including sufficient

committee to review the “effectiveness” of the
holding company’s process for assessing internal
capital adequacy. In response to comments that this
requirement was unclear, the Board has replaced
the term “effectiveness” with the term “‘robustness”
and provided guidance on how robustness should
be evaluated.

17 As part of this review, the board of directors
should consider any remaining uncertainties,
limitations, and assumptions associated with the
bank holding company’s capital adequacy process.

18 While a company should use multiple,
complementary loss forecasting methodologies in
its process for assessing capital adequacy (see
section 225.8(d)(2)(ii) of the final rule), a company
is not required to use multiple methodologies when
estimating the expected uses and sources of capital
for purposes of section 225.8(d)(2)(i) of the final
rule.

documentation; change control; model
validation and independent review; and
audit testing; and

(vii) Effective board and senior
management oversight of the bank
holding company’s capital adequacy
process, including periodic review of
capital goals, assessment of the
appropriateness of adverse scenarios
considered in capital planning, regular
review of any limitations and
uncertainties in the process, and
approval of planned capital actions.

Under the proposed rule, a large bank
holding company would have been
required to submit its capital plan by
January 5th. Commenters provided
suggestions on the proposed deadline.
One commenter expressed the concern
that a large bank holding company will
be required to rely on tentative fourth
quarter financial statements in
developing its capital plan and
suggested that the deadline be pushed to
later in the first quarter. Another
commenter suggested that the Board
adopt a rolling submission process to
permit firms to align capital plan
submission with internal capital
planning process. As discussed below,
these concerns were motivated in part
by the concern that the timing of the
capital plan submission and review
interrupted firms’ ability to make capital
distributions in the first quarter. The
Board has addressed these concerns to
a degree by clarifying in the preamble
that, for a capital plan submitted in the
first quarter, a non-objection would
cover the four-quarter period
commencing with the second quarter
and extend through the first quarter of
the following year. For a capital plan
resubmitted after the first quarter, a non-
objection would extend through the first
quarter of the subsequent year.

As further discussed below, the Board
has decided to maintain the proposed
submission date of January 5th for
capital plans. Doing so will permit
review of capital plans within the first
quarter, thus minimizing to the greatest
extent possible the potential to disrupt
a large bank holding company’s ability
to make capital distributions in
subsequent quarters of that year. In
addition, a single submission date
ensures that firms are finalizing their
capital plans based on the same
quarter’s data, which permits the Board
to perform a cross-firm comparison of
capital plans based on the same
scenarios and to determine whether to
object to firms’ capital plans based on
consistent scenarios.

B. Mandatory Elements of a Capital
Plan

Consistent with the NPR, the final
rule defines a capital plan as a written
presentation of a large bank holding
company’s capital planning strategies
and capital adequacy process that
includes certain mandatory elements.
These mandatory elements are
organized into four main components:

(i) An assessment of the expected uses
and sources of capital over the planning
horizon (at least nine quarters,
beginning with the quarter preceding
the quarter in which the bank holding
company submits its capital plan) that
reflects the bank holding company’s
size, complexity, risk profile, and scope
of operations, assuming both expected
and stressful conditions;

(ii) A detailed description of the bank
holding company’s process for assessing
capital adequacy;

(iii) The bank holding company’s
capital policy; and

(iv) A discussion of any expected
changes to the bank holding company’s
business plan that are likely to have a
material impact on the firm’s capital
adequacy or liquidity.

The mandatory elements under each
component are described below. While
the final rule reflects a different
organizational structure than the
proposed rule, the elements are
substantively the same.?

19 The proposed rule defined a “capital plan’ as
‘“‘a written presentation of a bank holding
company’s capital planning strategies and capital
adequacy processes that includes: (i) An assessment
of the expected uses and sources of capital over a
nine-quarter forward-looking planning period
(beginning with the quarter preceding the quarter in
which the bank holding company submits its
capital plan) that reflects the bank holding
company’s size, complexity, risk profile, and scope
of operations, assuming both expected and stressful
conditions, (ii) a detailed description of the bank
holding company’s processes for assessing capital
adequacy, and (iii) an analysis of the effectiveness
of these processes.” Section 225.8(d)(2) of the
proposed rule set forth additional mandatory
elements of a capital plan. The final rule simplifies
the organization by locating all of the required
elements of a capital plan in one place. The final
rule defines a “capital plan” as “written
presentation of a bank holding company’s capital
planning strategies and capital adequacy processes
that includes the mandatory elements set forth in
[section 225.8(d)(2) of the final rule].” Section
225.8(d)(2) of the final rule sets forth the
comprehensive list of elements required to be
included in a firm’s capital plan, including
elements of the definition of a “capital plan” in the
proposed rule.

The final rule does not require a capital plan to
include an analysis of the effectiveness of the large
bank holding company’s processes for assessing
capital adequacy. As described in section IV.A of
this preamble, the board of directors of a large bank
holding company is required to assess the
robustness of the bank holding company’s capital
plan at least annually. In light of the Board’s
supervisory review of this assessment, the Board
will not require a large bank holding company to
include a separate analysis in its capital plan.
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These mandatory elements of a capital
plan are consistent with the Federal
Reserve’s existing supervisory practice
with respect to the information that it
expects large bank holding companies to
include in a capital plan for internal
planning purposes. A large bank
holding company should include in its
capital plan other information and
analysis that it determines is relevant to
its capital planning strategies and
internal capital adequacy process.

The level of detail and analysis
expected in a capital plan will vary
based on the large bank holding
company’s size, complexity, risk profile,
and scope of operations. Thus, for
example, a large bank holding company
that has extensive credit exposures to
commercial real estate but very limited
trading activities will be expected to
have robust systems in place to identify
and monitor its commercial real estate
exposures, but its systems related to
trading activities will not need to be as
sophisticated or extensive. In contrast, a
large bank holding company with
extensive exposure to a variety of risk
exposures, including both retail and
wholesale exposures, as well as
significant trading activities and
international operations, will be
expected to have an integrated system
for measuring and aggregating all of
these risk exposures.

One commenter requested that the
Board clarify that the capital planning
process should focus on the
consolidated organization. The Board
confirms that the capital planning
process should focus on the
consolidated organization, but should
also provide for the specific capital
needs of material subsidiaries consistent
with the large bank holding company’s
obligations to serve as a source of
strength to its subsidiary depository
institutions.

Another commenter requested that
the Federal Reserve recognize that bank
holding companies that are wholly-
owned subsidiaries of foreign banking
organizations have different capital
planning goals than publicly-traded
domestic bank holding companies. In
particular, capital planning by these
institutions should take into account the
financial condition of their parent
foreign bank and/or developments in
the parent foreign bank’s home country.
The Board recognizes that the capital
planning considerations will be
different for domestic subsidiaries of
foreign banking organizations than for
publicly traded domestic bank holding
companies and expects that the capital
plans of such domestic subsidiaries will
reflect these differences.

1. Assessment of the Expected Uses and
Sources of Capital Over the Planning
Horizon That Reflects the Large Bank
Holding Company’s Size, Complexity,
Risk Profile, and Scope of Operations,
Assuming Both Expected and Stressful
Conditions

The first component of a large bank
holding company’s capital plan is an
assessment of the expected uses and
sources of capital over the planning
horizon, assuming both expected and
stressful conditions. This assessment
must contain the following elements:

(1) Estimates of projected revenues,
losses, reserves, and pro forma capital
levels, including any minimum
regulatory capital ratios (for example,
leverage, tier 1 risk-based, and total risk-
based capital ratios) and any additional
capital measures deemed relevant by the
bank holding company, over the
planning horizon under expected
conditions and under a range of stressed
scenarios, including any scenarios
provided by the Federal Reserve and at
least one stressed scenario developed by
the bank holding company appropriate
to its business model and portfolios; 20

(2) A calculation of the pro forma tier
1 common ratio over the planning
horizon under expected conditions and
under a range of stressed scenarios and
discussion of how the company will
maintain a pro forma tier 1 common
ratio above 5 percent under the stressed
scenarios required by the final rule;

(3) a discussion of the results of any
stress test required by law or regulation,
and an explanation of how the capital
plan takes these results into account;
and

(4) a description of all planned capital
actions over the planning horizon.

a. Stress Scenarios

In assessing its expected uses and
sources of capital over the planning
horizon, a large bank holding company
must estimate projected revenues,
losses, reserves, and pro forma capital
levels under expected conditions and
under a range of stressed scenarios,
including any scenarios provided by the
Federal Reserve. Several commenters
asked that the Board provide more
guidance on these stressed scenarios
and to provide the scenarios to a bank

20 Whereas the proposed rule required a large
bank holding company to conduct a probabilistic
assessment of the likelihood of the bank holding
company-developed scenario, the Board has not
included it as a mandatory element in the final rule
because it does not believe that such a probabilistic
assessment will assist the bank holding company’s
board of directors in determining the robustness of
a capital plan in all circumstances.